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Every Day NEW Customers Order 
YERG’S “UNAFORM” ANALYSIS PAPER 
They like its soft green shade, its fine writing surface, its 
substantial feel, its durability and its economical price. 
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A Typical International Business Machines Service Bureau 


A Complete Inventory 
Accounting . Service 


Now is the logical time to lay plans for taking inventories — to consider 
the information which executives will require concerning investments in 
plants, equipment, raw materials, work in process, finished parts and 
goods. In furnishing immediate accurate information concerning these 
groups, the International Business Machines Service Bureau will be of 
valuable assistance. 


Today, the progressive executive must have information by plant, depart- ef 
ment, and centers, or other locations. He must have knowledge con- 
cerning investments in active, slow moving and obsolete items. The 5s 


detailed reports available through the International Business Machines F 
Service Bureau enable any business to realize to the fullest extent on its b: 
inventory investment. 


The use of International Dual Tabulating Cards, or cards punched from 
inventory records, permits the mechanizing of a tedious and time-con- 
suming task. The speed and accuracy of International Multiplying, Sort- 
ing and Tabulating Machines, plus the experience of IBM _ trained 
personnel, form a combination which assures results of outstanding satis- 
faction. 

Write for complete information regarding the advantages which this 
Bureau offers in simplifying any accounting or statistical work, or stop 
in at your nearest IBM branch office tomorrow morning. 
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General Offices Branch Offices in all Principal 
270 Broadway, New York, N. Y. Cities of the World 
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TO ACCOUNTANTS 


who are helping their 
clients obtain more 
detailed information about 
individual employees’ 


PAYROLL AND 
EARNINGS RECORDS 


While you are helping your clients meet any 
new requirements for information about earn- 
ings and deductions records of individual em- 
ployees, be sure to investigate Burroughs new 
machine developments affecting this work. 

There are now many types and styles of Bur- 
roughs machines for handling this work, such 
as machines which compute earnings and pre- 
pare individual's earnings record, payroll sheet, 
paycheck or pay envelope all in one operation. 
They also automatically accumulate such labor 
statistics as hours, earnings, various deductions, 
and net pay for any period. In fact, much of 
the needed earnings and deductions information 
can be obtained as a by-product of the regular 
work of these machines. 

Our local office is familiar with details about 
recent legislation affecting the requirements for 
individual’s earnings and deductions records, 
and can also show you how the various Bur- 
roughs machines provide the information. You 
may telephone, or call at, our local office; or 
write direct to Detroit. We will be glad to as- 
sist you, and there is not the slightest obligation. 


BURROUGHS ADDING MACHINE COMPANY 


DETROIT * MICHIGAN 
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New accounting methods... new short cuts 
and economies in accounting procedure... 
greater protection and control through 
quicker and more complete information from 
accounting records... 


... these objectives are no doubt constantly 
in your mind in your work with your clients. 
And may we suggest that National Account- 
ing and Bookkeeping Machines might often 
be the means of helping you to achieve such 
results? 


There are types and models of these ma- 
chines for application to every accounting 
practice. And their rapidly growing use 
proves their efficiency and economy in prac- 
tically every kind of business in the 
financial, industrial, and retail field. 


We’re ready to co-operate with you in sug- 
gesting the proper machine for any account- 
ing problem you may be considering. At 
your service is a staff of experienced and 
competent men who have spent years in 
close contact with every phase of accounting 
work, They can talk your language... 


THE Vial / 


W hen thinking about 


improved accounting 


methods for any 
of your clients, 
consider the ad- 
vantages of .... 


NATIONAL ACCOUNTING MACHINES 


appreciate your viewpoint ... analyze with | 
you some particularly knotty situation with 
which you may be concerned. 


Understand, we’re not trying, nor do we a 


expect, to “sell” you anything ...except our 
desire to have you know our Accounting Ma- © 


chines, and our willingness to co-operate with EK 
you in any way possible. 


As a first step, therefore, let us send you a 
folder illustrating typical models of our ~ 
Accounting and Bookkeeping Machines, the ~ 
records they make and the results they © 
accomplish. There’ll be no obligation. Just 
mail the “Request for Information’, or write 
to us for specific data. 


REQUEST FOR INFORMATION 


Pin this coupon to your letterhead, or write 
your name on the margin of the page, and 
mail it to us. National Accounting and 
Bookkeeping Machine facts will be sent you 
at once. If you’d like a chat with one of oO 
our representatives, check in this space: 
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Objects of the Soctety 


“To cultivate, promote and disseminate knowledge and infor- 
mation concerning accountancy and subjects related thereto; to 
establish and maintain high standards of integrity, honor and 
character among certified public accountants; to furnish infor- 
mation regarding accountancy and the practice and methods 
thereof to its members, and to other persons interested therein, 
and to the general public; to protect the interests of its members 
and of the general public with respect to the practice of ac- 
countancy; to promote reforms in the law; to provide lectures, 
and to cause the publication of articles, relating to accountancy 
and the practice and methods thereof; to correspond and hold 
relations with other organizations of accountants, both within 
and without the United States of America; to establish and 
maintain a library, and reading rooms, meeting rooms and social 
rooms for the use of its members; to promote social intercourse 
among its own members and between its own members and the 
members of other organizations of accountants and other persons 
interested in accountancy or related subjects; and to do any and 
all things which shall be lawful and appropriate in furtherance 
of any of the purposes hereinbefore expressed.” 


—From the Certificate of Incorporation. 
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The New York PuBLic ACCOUNTANT its issued 
quarterly to members. Copies may be obtained at the office 
of the Society at twenty-five cents per copy. All other 
communications relating to this publication should be 
addressed to the Committee on Publications. 


Copyright, 1935, by 
THE NEW YORK STATE SOCIETY OF 
CERTIFIED PUBLIC ACCOUNTANTS 


[The matter contained in this publication, unless otherwise stated, will 
not be binding upon the Society; and it should be understood that any 
opinions expressed in articles published herein are the opinions of the 
authors of the articles, respectively, and are not promulgated by the Society.} 
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Choosing Accounting Machinery 
By Lucius H. Coteman, C. P. A. 


S a result of the introduction of the many types of accounting machines 
A and the variety of their application, the proper choice of such machines 
should be made only after great care and consideration. To choose from 
the many machines which are available, that which best suits the individual 
case requires the technical knowledge of one who understands the problem 
and who knows what the market has to offer. We probably have all had 
the experience of observing expensive installations which have been dis- 
carded after a comparatively short term of operation. Machines should be 
bought as the result of a competent analytical survey rather than because 
of good salesmanship or the attractiveness of price. In choosing accounting 
machinery, a carefully planned approach will go far toward a well conceived 
selection. 

The first prerequisite of any installation is a thorough knowledge of the 
details of the existing system which should include a study of the routine 
and a time study of at least the major operations. Very often adjustments 
in the organization or in the routine of a concern will make it unnecessary to 
purchase any new machinery. For example, it may be possible to obtain a 
more even spread of the burden among departments, or to temporarily trans- 
fer help from one department to another, where peak loads of such depart- 
ments occur in different periods of the month. Separate operations may often 
be combined, or unnecessary operations may be eliminated. After thoroughly 
considering the possibilities of adjusting the existing system, attention may 
then be directed to the purchase of new machinery. 

It must always be borne in mind that a machine will do mechanically 
only what otherwise would be a manual operation, except that the mechanical 
operation generally will be faster and probably more accurate. 


The new equipment must at least be capable of performing the same 
work that previously was done manually. It should, however, be more ef- 
ficient in speed and accuracy. There should be a very material saving in the 
cost of operation as compared with the manual operation, and this saving 
should be sufficient to amortize the new equipment within a reasonable 
period of time. 

Before selecting any particular machine, the prospective purchaser should 
familiarize himself with the various types of machines and with their respec- 
tive features. This may best be accomplished by securing from the equip- 
ment companies their descriptive literature and by arranging interviews with 
their representatives who will demonstrate their products. 


Substituting Mechanical Device for Manual Effort 


The problem of supplanting manual effort by a mechanical device or of 
substituting one type of mechanical installation for another may embrace 


Fs 


the selection of any one of hundreds of different kinds of equipment ranging o1 


from a stapling machine to a battery of tabulating equipment. Funda- tr 
mentally, however, the direction of the approach would be more or less the al 
same; covering first a thorough knowledge of the existing system, the im- sd 
provements desired, and finally a survey of the machine market for the in 
selection of the machine most appropriate to meet the purpose. Ww 

It being impractical to review all the different kinds of accounting ma- al 
chinery, let us use for an example the selection of a bookkeeping machine. si 
The many advantages which these machines provide as compared with 
manual postings are quite apparent, including speed of operation, neatness, 
preparation of several records simultaneously, accuracy and daily control of 
accounting data. Ve 

Bookkeeping machines generally may be divided into several classes, a 
namely, the adding machine type, the typewriter type or a combination type w 
of machine. There is also the cash register type of machine which embodies of 
many of the mechanical features of the adding machine type, as well as the ch 
punch card tabulating machine which can likewise be used for bookkeeping . its 
purposes, neither of which is described here in detail. 

The adding machine type of bookkeeping machine is an adaptation of ca 
the adding and direct subtracting machine to bookkeeping procedure. These ca 
machines usually are provided with special non-adding symbol keys for dates, tie 
debit and credit and descriptive keys applicable to specific installations. : * 
Their speed is enhanced by automatic devices for clearance of balances and on 
adjustment of carriage position for debit, credit and balance. Usually this i ie 
type of machine would not be chosen where wide variance of wording is si 
desired, since it is not provided with typewriter equipment. Names and = mT 
addresses as well as non-recurring descriptive matter must be entered by Ss 7 
another operation such as by hand, typewriter or addressograph. This type c 
of machine is claimed to be quite fast and its mechanism so simple that an 4 ap 
ordinary clerk can be trained quickly for its operation. It is especially well 3 an 
adapted for bookkeeping operations which require only skeleton postings A an 
such as in banks for depositors’ accounts or in the preparation of monthly 
statements. Commercial establishments would use this type of machine for : a 
posting to accounts receivable or accounts payable ledgers. i ae 

Simply described, the typewriter type of machine is a typewriter with ‘| ge 
counters or registers attached to it which store and accumulate the various i ie 
amounts by the operation of control keys. The transfer of the accumulated to 
totals to the record is accomplished by a simple manual operation, a symbol f eal 
appearing on the record indicating the correctness of the transfer. This ‘+ 
type of machine is said to be somewhat more complicated to operate than 
the adding machine type and not quite as fast. It is extremely flexible in 4 ; 
its adaptability for many purposes, making it quite desirable where there é 7 
is not enough work in one bookkeeping operation to require its full time use. % 
Besides its use as a posting medium, it may likewise be used for billing din 

lik 


where predetermined computations are available, although the product of 
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one company provides for automatic computations including addition, sub- 
traction, multiplication and division. Usually sufficient counters or registers 
are provided to allow for the accumulation of totals of an operation, such as 
sales, cash, purchases, etc., but additional counters may be added in special 
installations to provide for a wide variety of analyses. Because of the type- 
writer equipment, descriptive matter of any kind may be transcribed, which 
also makes possible the preparation at one time of different records such as 
invoices, sales book entry and customer’s ledger account. 


Other Advantages of Machines Described 


Another type of bookkeeping machine offers a combination of the ad- 
vantages provided in each machine previously mentioned in that it contains 
a standard typewriter keyboard making unlimited description possible; as 
well as a full adding machine keyboard providing speed and simplicity of 
operation. It is usually somewhat more expensive than corresponding ma- 
chines of other types but quite desirable where the volume of work warrants 
its installation. 

For the purpose of illustrating the need of an intelligent choice of ac- 
counting machinery let us review an actual installation. In this particular 
case the investigation of the system developed from a request for an examina- 
tion of the duties of a single clerk. It was this clerk’s assignment to prepare 
detailed remittance statements which were mailed together with checks to 

‘ creditors, the operation requiring one clerk’s entire time. In connection with 
the examination, it was deemed advisable to survey the entire accounts pay- 
able operation, by tracing the accounting routine from the time of passing 
: creditors’ invoices approved for entry to the payment thereof. 

M Prior to any entry in the accounts payable department, each invoice was 
approved after having been compared with the purchase order for quantity 
and price, and after having been checked for receipt of merchandise, quantity 
and condition, extensions, additions and discounts. 


: The invoices were then handed to the purchase distribution clerk in 
: batches accompanied by an adding machine tape of the total. This clerk 
i maintained a purchase distribution ledger with accounts corresponding to the 
general ledger accounts, to which the individual invoices were posted by a 
bookkeeping machine. The monthly total of each such account was debited 
to the corresponding account in the general ledger. Likewise the monthly 
{ totals of each account were summarized and the total of the summary credited 
to the accounts payable account in the general ledger. . 


As the purchase distribution clerk finished each batch of invoices, it was 
handed to an accounts payable clerk for posting to the respective creditors’ 
accounts. It is to be noted that the volume of work required two clerks who 
divided the accounts payable ledger from A to K and L to Z. These clerks 
likewise used bookkeeping machines. 
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Saving Time and Labor 


The accounts payable clerks then passed each batch of invoices to the 
remittance clerk whose duties originally inspired the review of the system. 
This clerk maintained a remittance sheet, in duplicate, for each creditor. The 
remittance sheet carried the creditor’s name, address, terms of payment and 
discount and was practically an itemized statement, one copy of which was 
inailed with the outgoing check. The gross amount of each invoice was 
posted to its respective remittance sheet. The invoices and the remittance 
sheet of each creditor were stored in a current file, divided into payment date 
sections and arranged alphabetically under each section, until time for pay- 
ment. Upon the payment date, remittance sheet and corresponding invoices 
were removed from the file, the total amount of each invoice compared to 
the remittance sheet which was then added and adjusted for discounts. 


The last operation was the transfer of the remittance sheets, with in- 
voices attached, to the check book clerk who prepared and made a protecting 
imprint on the checks. A bookkeeping machine was also employed to pre- 
pare the checks in triplicate and to provide daily totals of net payments, 
discounts and gross amounts. 


It is to be noted that the complete routine of the operations described 
required five clerks, namely: one purchase distribution clerk; two accounts 
payable clerks; one remittance sheet clerk and one check book clerk. 


Incidentally, the routine utilized four bookkeeping machines, each opera- 
tion being performed by a bookkeeping machine adapted to its purpose, ex- 
cept for the remittance sheet clerk who operated entirely by hand. The 
machines used in this operation represented an investment of approximately 
$5,000, From ten to twelve thousand invoices per’ month passed through 
the department, necessitating the issuance of approximately three thousand 
checks. 


Outline of New System Needed Before Purchasing New Machinery 


A review of the system just described naturally raised the question as 
to how to consolidate operations. Before considering the purchase of any 
new equipment, it was decided first to outline an entirely new system and 
then to canvas the market for equipment best adapted for this ideal plan. 
The plan contemplated was merely a consolidation of some of the operations. 


It was determined that it would be advisable if possible to make the 
purchase record entry, the posting to the purchase distribution ledger, and 
the entry on the voucher section of a check as one operation. It was also 
determined to eliminate the accounts payable ledgers in their entirety and 
to substitute therefor the check vouchers attached to the unpaid invoices. 
A further change in system involved the simultaneous preparation of the 
check and the entry thereof upon the check register. After these changes 
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in procedure had been made the problem was to design adequate forms and 
to select the proper accounting machine. 

The offer of the machine companies to inspect actual installations was 
availed of. It is to be noted that comparisons should be made with installa- 
tions as nearly similar as possible to the one specifically contemplated, other- 
wise the operating cost and the number of postings per day may be seriously 
miscalculated. 

After an extensive survey the choice of machines was narrowed down 
to three. The machine companies not only cooperated to the extent of pro- 
viding machines for competitive demonstration upon the premises of the 
prospective purchaser, but also left them for one week’s trial. 

As the result of this investigation and demonstration, one machine was 
chosen which was capable of combining all of the operations previously per- 
jormed by five operators into two operations performed by one full time 
operator and one part time operator. 


Some Advantages of New Installation 


The machine chosen was provided with both front and back feed. Into 
the back feed was inserted the purchase record which remained therein 
during the entire process of entering invoices. Into the front feed there was 
inserted the proper purchase distribution ledger sheet and the voucher check 
in duplicate, the lower portion of which superseded the old remittance sheet. 
After the posting of each invoice, the voucher check in duplicate and the 
invoice thus entered were filed alphabetically by payment date. 

Upon the payment date all checks payable on that day together with 
attached invoices were removed from the files. At this time the purchase 
record was removed from the back feed of the machine and a check register 
inserted in its place where it remained during this second operation. The 
checks in duplicate were then individually inserted into the front of the 
machine and the lower portion completed for discount adjustment arriving 
at the net amount payable which also was entered upon the upper section 
comprising the actual check. The check was then removed and sent to the 
cashier for the imprinting and protection of the amount. 

Among the innovations provided were the elimination of the accounts 
payable ledgers which were supplanted by filing the office copy of the voucher 
check and related invoices by creditors in an unpaid invoices file, as well as 
the elimination of the check book, which was supplanted by the check 
register. Accounts payable trial balances are taken off monthly by the 
simple method of listing the unpaid voucher checks remaining in the file. 

Thus as the result of a competent machine installation the clerical cost 
of this department was reduced from the cost of five clerks to one full time 
clerk and one part time clerk. Likewise, one bookkeeping machine properly 
conceived costing $1,525 replaced four machines costing approximately $5,000. 
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Features of Machines 


In order, efficiently, to compare different machines, one should acquire 
at least a working knowledge of the fundamental, mechanical features, some 
of which are listed here. 

Thus the platen is the writing surface. Usually these are of the cylinder 
type similar to that found in the ordinary typewriter although there is also 
the flat platen which is used with the movable keyboard. 

The feed is the section through which the paper is inserted. Depending 
upon the machine’s construction, forms may be fed either through the front 
of the machine, through the back of the machine or in the case of the flat 
writing bed, may be lain flat by hand. Supplementary mechanical devices 
may be used for mechanical feed such as is found where continuous or mul- 
tiple forms are used. 

The collation of the carriage position to the registers is generally 
effected by the use of tabulating stops around the keyboard. Although in 
some instances this operation is automatic, it is quite important to examine 
carefully any machine under consideration for the speed and simplicity of 
this operation. 

Depending upon the construction of the machine, the visibility of the 
subject matter to the operator may be either direct, visible by the use of 
mirrors in the back of the machine or visible only by raising the carriage. 

It is notable that some installations require highly skilled operators, 
whereas, in other cases, lesser degrees of skill are required. This is a par- 
ticularly important factor where the machine has only enough work for part 
time operation, in which case it probably would be desirable to use a clerk 
whose duties are interchangeable. 

Almost any type or make of bookkeeping machine may be adapted to 
a specific job in one way or another. [ach installation, however, provides 
a distinct problem to choose that machine which most efficiently and eco- 
nomically answers the particular problem. 


Careful Selection of Machines Considered Vital 


In making a choice, so many technical advantages are offered that the 
purchaser may be confused considerably. Any machine company will pro- 
vide a demonstration at their showrooms. The demonstrators, however, 
are generally especially trained to operate the particular machine being 
demonstrated and are so efficient that the individual movements employed 
to perform an operation may not be readily apparent. For this reason it is 
of paramount importance that in judging a machine the observer personally 
periorm the operation under the guidance of the demonstrator. One method 
of simplifying the final choice, is to prepare a chart showing the comparative 
features of the different machines. A questionnaire should first be filled 
out for each machine which then may be summarized in tabular form. A 
partial tabulation is illustrated in the following chart. 
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Again referring to the illustration cited, it may be contended that condi- 
tions in that instance presented an opportunity for extraordinary savings. 
Actually, however, the results obtained were not especially unusual. In 
general, the excess clerical effort due to ignorance of machine application 
and to poorly conceived installations is quite substantial. As previously 
mentioned the machine company representatives render a valuable service. 
But collateral with this service, business men must learn to call upon the 
public accountant for the logical approach to the specific problem in order to 
achieve the best results and to correlate efficiently the machine application 
with the bookkeeping system in operation. 
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Filing Systems 
By Rotanp W. Gtreason, C. P. A. 


UBLIC ACCOUNTANTS are keenly aware of the importance of filing 

systems. In the course of their examinations they refer frequently to 
the files, and, to a great degree, they judge the efficiency of their clients by 
the ease and speed with which requested documents are produced for inspec- 
tion. In the variety of engagements that come to public accountants they 
observe many different kinds of filing systems in operation, and when they 
are possessed of an adequate knowledge of the art of filing, they can render 
valuable service to their clients by suggesting improvements in the systems, 
methods, and equipment. 

The filing system is the nerve center of a business, a brain of paper 
which receives information and stores it. If it functions properly, it pro- 
duces the required information promptly, but if it does not, the business 
will suffer tortures which may eventually prove to be fatal. To aid the 
accountant in diagnosing the ailment this brief outline of filing systems will 
be of value, but really serious cases call for the services of specialists, the 
manufacturers of filing systems and equipment, who should be consulted 
freely, 

A short survey of the history of filing shows that it has existed for ages, 
at least since men have had pockets in their clothes. Chests, safes, and 
cabinets of early construction were, no doubt, primitive files. The nail on 
the wall was superseded by the spindle on the desk which remained supreme 
until the pigeonhole, in the desk and cabinet, offered better classification and 
preservation of the documents. The bellows file which expanded and sagged 
like a weary accordion had its period of popularity and was followed by 
loose-leaf files consisting of small drawers, labelled for classification of the 
contents, which were in vogue in the 1870's. The box file, usually shaped like 
a book, was developed about 1875 and was equipped with an index, but ex- 
pansion was limited for there was no provision for subdividing the more 
frequently used letters of the alphabet. The Shannon file with the double 
side-opening arch dated from the same period and had the advantage of 
holding the papers in place by means of twin perforations that fitted the 
arches. 

Every accountant who has investigated transactions arising in the 
early years of a long established company has had to refer to documents 
filed by these methods, an assignment which is usually unsatisfactory, futile, 
and filthy with the dirt and dust of generations. 


Origin of Modern Filing 


Modern filing is credited to the suggestion of Dr. Rosenau, Secretary 
of the Associated Charities of Boston, in 1892, who thought that vertical 
card filing methods might be applied to other papers. The new idea was 
demonstrated by certain manufacturers at the Chicago World’s Fair in 1893, 
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but it was far from an instant success and several years passed before it was 
widely accepted. Now, however, nearly all filing is vertical unless the bulk 
or size of the material render it impractical. 

The growth of modern filing dates from this introduction of vertical 
filing. In its brief span of thirty-two years it has become an art with an 
impressive literature, a place in the curriculum of every well-ordered busi- 
ness school, and a vast corps of practitioners ranging from neophytes to 
specialists. This development and continuous progress has, of course, been 
encouraged by the manufacturers of filing equipment to whom great credit 
must be given for their originality in devising filing aids and in solving 
special problems in installations. They are also at least partially responsible 
for the growing realization by business of the importance of the files, which 
can not be replaced if destroyed. 

The needs of an enterprise extend beyond the mere safe-keeping and 
preservation of valuable documents, for they must be readily accessible 
upon demand. Whether they are, or not, depends upon the efficiency of 
the filing system, which is measured by its ability to produce information 
without delay. This efficiency depends, of course, upon several factors, 
including the type of system, the equipment, the location and arrangement 
of the filing department, and the personnel. 

The filing system to be used is influenced by the size of the organization, 
the volume of the material filed, the frequency with which it is to be re- 
ferred to, and those who will refer to it. Obviously, these vary as greatly 
as the enterprises and no general rules can be laid down. The requirements 
of each case must govern decisions as to the adequacy or the proper applica- 
tion of a system. 

A fundamental decision that must often be made is whether to organize 
the filing system centrally or departmentally. Central files, as the name 
implies, collect all documents in one centrally located place under competent, 
specialized, responsible employees. In theory they are more efficient than 
departmental files, but in practice, except in small organizations, central 
files might prove to be an obstacle to a smooth and fast office routine. For, 
in larger organizations, information is accumulated by certain departments 
that is never used or referred to by other departments. For example, the 
purchasing department files the catalogs of suppliers for constant reference ; 
the legal department continuously refers to its files of claims and contracts; 
the credit department maintains its files of credit information always up 
to the minute. 


Arguments Against Departmental Files 


On the other hand, there are genuine and serious objections to depart- 
mental files. One is that all of the information on a subject is not in one 
place—it may be scattered throughout the organization in different -depart- 
ments which are handling special phases of the case. Another is that they 
are difficult to control, that is, material may not be filed properly or promptly, 
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and responsibility for loss of documents can not easily be fixed when many 
people have access to the files. 

In large organizations, therefore, it would seem to be advisable to have 
central files for all information unless the existence of a departmental file 
can be proved to be necessary and efficient. Should departmental files be 
justified, they should be under the control of the central filing head who 
will organize and supervise their operation. 

There are five types of filing systems, known as alphabetical, geograph- 
ical, numerical, subject, and chronological filing. All of these may be in 
force within an organization for particular phases of the filing, and they 
may be combined for special purposes, but the system used for the bulk of 
the work, usually the correspondence, determines the category in which 
the filing may be classified. 

Alphabetical filing is the most generally used system, for it is the 
easiest to install and operate. Material is filed and found by direct reference, 
eliminating the classification of subject matter and the maintenance of 
separate indexes. It is most widely used for correspondence, but many other 
kinds of papers may be filed by this method, depending upon how they will 
be referred to within the organization. The material is filed in folders be- 
hind major guides lettered to correspond with the alphabet and auxiliary 
guides providing necessary subdivision of the most used letters. The folder 
tabs have labels on which the reference name is typewritten, and there is a 
“miscellaneous” folder for each guide or letter, in which are filed papers of 
volume insufficient to warrant separate folders. Within the folders the 
documents are filed chronologically with the latest at the front. The maxi- 
mum working capacity of a folder is about fifty sheets. Beyond this, and 
when folders become torn or worn, new folders should be prepared. When 
two or more folders of the same name are necessary, they may be labelled 
by location, subject, month, etc., for filing under the same alphabetic classi- 
fication. If the original reference name changes, a cross-index to the new 
name should be filed under the original. 

For numerical filing, an alphabetical index must be maintained to pro- 
vide a cross-reference to the name and a key to the numbers used. Vouchers 
payable, sales invoices, purchase orders, etc., and other serially numbered 
papers generally are filed numerically, but this system is also widely used 
by professional men, institutions, etc., where it is desirable to collect under 
a case number all information in regard to a particular matter. Each new 
case, client, or correspondent is assigned the next open consecutive number 
which is then reserved for this reference exclusively. , 


Some Methods and Their Features 


Among the alternatives to this method of numbering is the use of code 
numbers, particularly in connection with punched card accounting systems 
which have the alphabet coded for extensive expansion. In some organiza- 
tions the code number is used throughout the various departments in re- 
ferring to the case or correspondent. The guides in the filing cabinets are 
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numbered to correspond with the code adopted, and the procedure for 
filing is otherwise similar to the alphabetic system. 

When the location of the correspondent is the principal reference, as 
in mail order businesses, the geographical filing system is adopted. This 
consists of indexing the files to classify the material by sources, that is, 
by state or by city of origin, whichever is more important to the manage- 
ment. Here, too, an alphabetical index is necessary for cross-reference. 

If the state method is used, the guides are marked with the names of 
the states and arranged in alphabetical order. Auxiliary guides with city 
labels are arranged behind each state guide, and the individual folders are 
filed alphabetically behind the city guides. Each folder must be labelled 
with the state, city, and correspondent’s surname and given name or initials, 
as: “Maine, Portland, Jones & Company, A. B.” When the filing is by 
city, the major guides are arranged by cities, alphabetically, each followed 
by auxiliary guides in the names of the states. The folders filed behind the 
state guides will show the city name, the state, and the individual surname 
and given name or initials, as: “Atlanta, Georgia, Brown Corporation, The.” 
These illustrations are suggestive merely of the variations possible in this 
method of filing, but the nature and needs of the business will govern. 

Subject filing rarely is general throughout an organization and usually 
is restricted to special files. It is used most frequently for news clippings, 
catalogs, technical data, and other material that would be difficult to index 
by any other method. The simplest form of subject filing is to index the 
material alphabetically with the first or key words of the subject determin- 
ing the classification. The guides and the folders behind them are arranged 
in alphabetic order. Expansion by this method is without limit and reference 
to a separate index is unnecessary, for only the subject name need be 
known to file or find the material. For cross-reference, however, an alpha- 
betic index must be maintained to provide for the several possible ways in 
which a subject may be asked for. 

Another method of indexing by subjects is adaptable to those which 
can not be described alphabetically nor conveniently grouped by main 
headings and subdivisions. The principal subjects must be coded and the 
guides labelled with these numbers. Subdivisions of a subject are coded 
by a dash and number after the principal number. If consecutive numbers 
are used for the principal subject code, new subjects may be added at will. 
It is apparent that a separate alphabetical index must be kept in order to 
find the filing code number. Furthermore, it is necessary to mark the code 
number on each paper to assist in filing originally and to insure correct re- 
filing when returned to the files aiter reference. 


Description of Dewey System 


A third method of filing by subject is to adopt the Dewey decimal classi- 
fication and relative index. This is used by the U. S. Government, railroads, 
libraries, and other highly specialized organizations. It requires careful 
analysis of the material into ten or less major classifications which constitute 
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the first digit of the code number, numbered from 0 to 9. The first sub- 
division of subjects also is numbered from O to 9 and is represented by the 
second digit of the code. The third digit represents the next subdivision of 
the subject and likewise is numbered from 0 to 9. Further subdivisions 
follow a decimal point, each being represented by a digit from 0 to 9, There 
is an obvious necessity to make the subject classifications sufficiently broad 
to cover all possible subjects of the same importance, for no more than ten 
classifications are possible for any digit of the code. 

Chronological filing systems are never used as major filing controls, 
but are very effective in conjunction with other systems. For example, 
reports, deposit tickets, and orders may be filed by date of issue, while notes 
receivable may be filed by due dates and heavy correspondence may be 
segregated into folders for successive periods. The chief use for chronologi- 
cal filing is for follow-up information either in card files or in dated folders. 

Follow-up, or tickler systems are designed to place before executives 
matter upon which action has been deferred for a period, such as credit and 
collection correspondence. Material for future attention must be marked 
with the date wanted when originally filed. An extra carbon copy of a 
reply or memorandum is prepared when the matter is deferred, and this is 
filed in the tickler behind the guide for the date desired. Each day the front 
tickler folder is emptied and placed in the back of the file, the papers for 
executive attention being delivered the day preceding the date for action. 

Alternatively, a tickler card system may be used which is similar in 
principle. Cards are prepared with brief notations which serve as reminders 
of any matters requiring attention. The cards and related papers are for- 
warded to the executive a day in advance, 

Whatever system of filing may be in use, its efficiency is dependent to 
a great degree upon the methods of sorting and transferring. Sorting is 
the arrangement of the material to be filed before it is placed in the filing 
cabinets, the basis of separation and classification being the index of the 
system. In alphabetical filing, for instance, the documents are sorted first 
by letters of the alphabet. The material for each letter of the alphabet is 
then re-sorted into subdivisions, corresponding to the auxiliary indexes, 
and, possibly, sorted again by individual names, whereupon the material is 
placed in the proper folders in the cabinets. In numerical systems, the 
papers must first be coded by reference to the alphabetical index, and marked 
with the code number, and are then sorted by number preparatory to filing. 
Sorting must be carefully done, for if it is inaccurate, there is danger that 
mis-filed material may be very difficult to find. : 


Speeding Up Filing and Reducing Files 


Transferring is the process of reducing the bulk of the current files 
periodically by transferring to storage less current on less frequently referred 
to papers. This is done to relieve the congestion and thereby to increase 
the speed and accuracy of the filing and finding. There is no rule as to how 
often transfers should be made, for the current value and volume of the 
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files depend upon the nature and size of the organization, but there should 
be a definite date for transfer monthly, semi-annually, or annually. The 
best method is known as the “duplicate equipment” method. This consists 
of having a duplicate set of cabinets near the current files and transferring 
thereto the prior period’s papers, thus facilitating reference to them im- 
mediately after transfer and while they are semi-current. Another method, 
known as the “periodic” method, is to transfer the entire prior period’s 
papers to storage, but reference is likely to be slow and difficult under this 
method. By a third method, the organization establishes a “maximum and 
minimum” period for retention of papers in the files. On the last day of 
the maximum period, transfer begins and proceeds day by day, section by 
section of the files until completed. This method eliminates disruption of 
the filing department during transfer for it is accomplished in the regular 
routine, and it is adaptable to nearly any kind of business except those which 
are very seasonal. A fourth method, the “perpetual” method, requires 
constant editing of the files in order to relieve them of completed matters 
such as contracts, claims, and cases. 

Modern filing cabinets are the products of extensive engineering research 
on the part of the manufacturers who are striving constantly to improve the 
efficiency and appearance of their wares. A large variety of drawer sizes for 
different purposes is available in stock, and the arrangement of these drawers 
in the cabinets depends upon the space available for the filing department as 
well as the nature of the papers to be filed. The cabinets are constructed for 
hard use and abuse and there are models for every budget and need. The 
management must determine the requirements of their organization with 
reference to such features as fire-proofing, locks, roller-bearings, etc. Steel 
cabinets have almost universally displaced wood, although wood cabinets are 
still manufactured for expansion of previous installations or to harmonize 
with decorative schemes. 

Transfer cabinets are made of steel, wood, fiber, or paper, depending upon 
the value of the papers to be stored and the desire to protect and preserve 
them. Such cabinets need not be equipped with roller-bearings, catches, or 
locks, for they are referred to infrequently. 

Sorting is facilitated by the use of tubs or trays, indexed to correspond 
with the major classifications of the filing system in use. The tubs may have 
fiber guides, and the trays may have expanding cloth pockets into which the 
papers are sorted. One device has sorting guides affixed to a sliding carriage 
which moves on a track so that the operator may sit and sort papers without 
extending the arms, merely by pulling forward the desired section of the 
index, 

It is very important that the folders, guides, tickler cards, and other 
filing supplies should all be of good quality. They should be designed to give 


long service and to stand abuse, and yet to occupy the least possible space in 


the cabinets. 
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Urges Careful Study of Filing Requirements 

The most expensive equipment is not necessarily the best. On the other 
hand, the cheapest rarely is a bargain. As should be evident from the fore- 
going paragraphs, the requirements of the organization are the deciding 
factors, and in meeting them it is necessary to weigh rival claims carefully, 
to give consideration to the manufacturer’s reputation for quality and respon- 
sibility, and to purchase a product, not a salesman’s personality. Full advan- 
tage should be taken of the facilities offered by the manufacturers to assist 
in the decisions involved in the installation or revision of a filing system. 
These services are expert and comprehensive, based, as they are, upon years 
of experience in a specialized field. 

It is obvious that the files should be accessible to those who refer to 
them most frequently. Central files should, therefore, be located so as to 
confine messenger service to the shortest routes, and departmental files 
should be placed in the most convenient location. Relegation of the files to 
out of the way corners where the light is poor is unwise, for filing is a strain 
on the eyes. The various paper and ink colors, type sizes and styles, and 
hastily written or stamped notations make the many sizes of papers difficult 
to read even under the best lighting conditions. Poor light is not only bad 
ior the eyes of the file clerks, but it decreases their efficiency markedly. 

In order to restrict access to the file clerks, it is desirable to place the 
filing department in a separate room with a rail over which papers may be 
passed. If it is necessary that the files be in an open room, the cabinets 
should be arranged to form an enclosure. In any location, cabinets and other 
equipment should be placed to save the clerk’s steps and to facilitate the 
observance of a carefully planned filing department routine. 

Three essential traits of character in a successful file executive are 
devotion to detail, respect for routine, and a keen sense of responsibility. 
In addition, study of and training in the technique as well as experience with 
various types of systems are necessary for competence in the art of filing. 
Even the smallest installations can come to grief in the hands of careless 
and inept clerks. Where filing is a full time job, it should be entrusted to a 
specialist, and smaller organizations would do well to have their clerks 
instructed in the fundamentals of filing. 

No article of this length could hope to be comprehensive of a subject as 
extensive as “filing systems.” The foregoing remarks, therefore, have been 
restricted to a brief outline of systems in general use for business papers. 
There are many other kinds of filing systems which, although highly impor- 
tant, have not been mentioned here, such as card systems, so widely used 
for information and statistics. This article is written in the belief that it 
may stimulate further inquiry into the problems and possibilities of filing 
systems by public accountants for their own information and for the ultimate 
benefit of their clients. 
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Adjusted Declared Value under 193 5 


Revenue Act 
By A. S. Feppe, C. P. A. 


N this brief consideration of the effects of the Revenue Act of 1935, 

especially on the capital stock tax and the excess profits tax, an attempt 
is made to call attention to those changes which are of most interest to 
accountants. The 1935 Act is an amendatory statute. Basic tax laws, sec- 
tions of which have been either amended or superseded by the latest act, are 
the Revenue Act of 1934 pertaining to income tax laws, the Revenue Act 
of 1926 pertaining to estate taxes and stamp taxes, and the Revenue Act of 
1932 pertaining to excise taxes on sales and facilities and to gift taxes. With 
respect to this latter act, some amendments are contained in the National 
Industrial Recovery Act. 

In addition to these revisions of the Revenue Act, the Federal Govern- 
ment has for the first time passed a law which levies taxes for the purpose 
of providing funds for old age pensions and unemployment insurance which, 
however, are not applicable to payrolls prior to the year 1936. The only tax 
rate schedules which have not been changed are the normal tax of 4 per cent 
on income of individuals, the income tax of 1534 per cent on the consolidated 
net income of railroad companies, and the surtax on improper accumulations 
of surplus. While all the changes in the law are of importance, it is of 
rather particular interest to accountants to note the effect of the changes 
upon the amount of tax to be paid. 


Capital Stock and Excess Profits Taxes 


Among these rate changes, the greatest percentage increase is to be 
found in the mutually related capital stock and excess profits taxes on cor- 


porations. The capital stock tax has been increased from $1 to $1.40 for ‘ 
each $1,000 of the adjusted declared value of capital stock, and the minimum = | 
exemption for excess profits tax calculation has been decreased from 12% | 


per cent of the adjusted declared value to 10 per cent, while the minimum 
rate on excess profits above the minimum exemption has been increased from 
5 to 6 per cent. And a still higher rate, namely 12 per cent, becomes ap- 
plicable under this law to income in excess of 15 per cent of the adjusted 
declared value. 

In order to obtain an exemption from the excess profits tax of the same 
amount of income under the new law as under the old, the declared value 
for capital stock tax purposes must be increased by 25 per cent, and this in- 
creased declared value is subject to the higher rate of $1.40 per thousand. 
The net effect of these new factors is an increased cost in capital stock tax 
of 75 per cent. For instance, under the prior law $10,000 of income could 
be exempted from the excess profits tax by a declared value of $80,000—cost 
in capital stock tax $80; under the new law to secure the same exemption the 
declared value will have to be $100,000—cost in capital stock tax $140. 
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Considered from another angle, under the preceding law an excess 
profits tax of $6.25 could be avoided by the payment of a capital stock tax 
of $1, while under the new law $6 of tax can be avoided by the payment of 
$1.40. This means that odds of 6% to 1 have been reduced to about 4% to 1 
so far as the new first bracket of excess profits tax is concerned; and beyond 
15 per cent of the adjusted declared value the odds have lengthened to about 
8% to 1. The business man, however, may speculate, or not, as he chooses. 
li he is satisfied that a return of 10 per cent on his invested capital is fair 
enough all he has to do is to use his invested capital in his first declaration 
of capital stock value and assume that on profits above normal expectations 
he will be willing to pay an excess profits tax. But if he knows that there 
are possibilities that his profits may exceed 10 per cent of his invested capital 
and he wishes to avoid paying excess profits tax, then he must consider 
carefully the situation inasmuch as the ratio of capital stock tax he will 
pay to save paying excess profits tax will be at $1 to save $4.29 ($1.40 to $6) 
part of the way, and at $1 to save $8.57 ($1.40 to $12) the remainder of the 
way or on profits in excess of 15 per cent of the adjusted declared value. 
\Vhat the outlook is for profits and to what extent he wishes to speculate 
in tax payments is his problem. 


New Declared Value Permitted 

Every corporation is permitted a new declaration of value for the year 
ending June 30, 19360, and the new capital stock tax rate goes into effect on 
that date. 
income tax taxable years ending after June 30, 1936. 

Some examples of the combined capital stock and excess profits taxes 
under the old law and the new are presented here. In each case it is assumed 
that a capital stock tax is paid to secure exemption from excess profits tax 
on $100,000 of net income. 


The new excess profits tax rates will become effective for all 


Old Law 


$100,000—income 


$100,000—exemption on 
$800,000 


$110,000—income 


$100,000—exemption on 
$800,000 


$ 10,000 at 5% 


Total tax... $1,300 


New Law 


$100,000—income 


$100,000—exemption on 
$1,000,000 


$1,400 


* x 


$110,000—income 


$100,000—exemption on 
$1,000,000 


$1,400 
$ 10,000 at 6% 600 


Total tax... $2,000 
x Ok Ok Ok 


Example 1 


Increase 


$600 or 75% 


I.xample 2 


Increase 


$700 or 53.8% 
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Old Law 


$150,000—income 
$100,000—exemption on 
$800,000 


Total tax...... $3,300 


$170,000—income 
$100,000—exemption on 
$800,000 
$ 800 
$ 70,000 at 3,500 


Total tax...... $4,300 


$200,000—income 
$100,000—exemption on 
$800,000 
$ 800 
$100,000 at 5,000 


Total tax...... $5,800 


New Law 


$150,000—income 
$100,000—exemption on 


$ 50,000 at 6% 


Total tax... $4,400 


$170,000—income 
$100,000—-exemption on 

$1,000,000 
$1,400 


$ 50,000 at 6% 
$ 20,000 at 12%........ 2,400 


Total tax...... $6,800 


k * * 


$200,000—income 
$100,000: 


exemption on 


$1,000,000 


$1,400 
50,000 at 6% .csosssen 3,000 
50,000 at 12%... 6,000 


A th 


Total tax.....$10,400 


Some Other Changes 


Example 3 


Increase 


$1,100 or 3314% 


Example 4 


Increase 


$2,500 or 58.1% 


Example 5 


Increase 


$4,600 or 79.3% 


The flat rate of 1334 per cent on corporation profits has been superseded 
by a graduated schedule of taxes, running from 12! per cent on net incomes 
up to $2,000 to 14 per cent on those of $40,000 and 15 per cent on all in 


excess of $40,000. 


The change in the rate is of benefit to all corporations 


whose income is normally less than $44,800, but in those cases when the 
net income approaches or exceeds $1,000,000 the rate becomes virtually 15 


per cent. 


This, together with the capital stock tax, subjects those corpo: 


tions with large incomes to Federal taxes at the rate of about 161% per cent 


of net income. 


Another change affecting corporations that receive dividends from other 
corporations imposes a tax at the new rates on 10 per cent of the dividends 


received. 


Life insurance companies are exempt from this provision, but 


otherwise they, as well as all other insurance companies, are now subject to 
the same graduated scale of rates prevailing for corporations generally. 
Charitable contributions, heretofore, deductible only when they resulted in 
a direct business benefit, are now given the status of an allowable deduction 


for corporations up to 5 per cent of their income before a deduction of con- 
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tributions. Also, under the new law no gain or loss is recognized upon the 
liquidation of controlled subsidiaries. Important qualifications of this pro- 
vision are that the subsidiary must have been controlled on the date of the 
enactment of the Revenue Act of 1935 and that it does not apply to any 
liquidation begun prior to that date. 

All of the foregoing changes with respect to the corporation income tax 
are effective for taxable years beginning after December 31, 1935. 

The only changes of importance affecting individuals are increases in 
the rates of taxation. 

Surtax rates on incomes of individuals remain the same as in the prior 
law up to incomes of $50,000. On incomes above that amount the increases 
in the graduated scale run from an addition of 1 per cent on incomes between 
$50,000 and $56,000 to 16 per cent on incomes over $5,000,000, the rate of tax 
in the highest bracket now being 75 per cent instead of 59 per cent. 

Affecting estate taxes, there are increases in rates and a reduction of 
the exemption from $50,000 to $40,000. In brackets up to $50,000 of the net 
estate, the rates are doubled by the new law. A comparison of the per 
centum increases in rates shows that the largest increases are in the lower 
brackets of the estate tax and in the higher brackets of the surtax on income, 
as indicated in the two following tables. 


Surtax Surtaxr Percentage 

net income 1934 Law 1935 Law of increase 

$ 56,000 $ 9,500 $ 9,560 * 
62,000 11,480 11,660 1.57 
80,000 18,500 19,400 4.86 
100,000 28,000 30,000 7.14 
500,000 245,500 286,000 16.50 
1,000,000 533,000 641,000 20.26 
5,000,000 2,893,000 3,591,000 24.13 


25.64 


Percentage 
of increase 


5,843,000 7,341,000 


Estate Tax 
1934 Law 1935 Law 


10,000,000 


Net estate 
(before exemption) 


$ 60,000 $ 100 $ 600 500.00 
80,000 600 2,000 233.33 
100,000 1,500 4,200 180.00 
450,000 49,600 68,900 38.91 
1,050,000 181,600 225,800 24.34 
5,050,000 1,716,600 1,928,200 12.33 
10,050,000 4,416,000 4,969,300 12.51 


The new law permits a choice of two dates as of which the property 
included in the gross estate may be valued, namely, as of the date of death 
or as of the date one year after the decedent’s death. 
disposed of between those dates shall be valued as of the date of disposal. 

Changes have also been made in the gift tax rates to maintain them in 


In general, any assets 


their general relationship to estate taxes. These rates have been increased 
in the proportions as shown in the preceding table for estate taxes, and the 
exemption has also been decreased from $50,000 to $40,000. 


A Uniform Method of Accruing Taxes 


By FRANKLIN C. Ettis, C. P. A. 
DECIDED lack of uniformity in accountants’ reports and_ financial 
statements is noted in respect to the treatmént of taxes on the accrual 
basis. 

The primary cause of this lack of uniformity is probably the variation 
between the method of accrual of taxes as now prescribed by the Treasury 
Department as compared with the general method of accrual as hitherto 
prescribed by accounting authorities. 

The method of accrual of taxes as prescribed by the Treasury Depart- 
ment is based on the legal concept of accrual as determined by the courts 
and the Board of Tax Appeals. This legal concept demands as a prerequisite 
to accrual that all the events must have occurred “which fix the amount of 
the tax and determine the liability of the taxpayer to pay it.” The United 
States Supreme Court in U. S. v. Anderson et al (46 S. Ct. 131, 269 U. S. 
422, T. D. 3839, C. B. V-1, p. 179), uses the following language: 

“In a technical legal sense it may be argued that a tax does not accrue 

until it has been assessed and becomes due; but it is also true that in 

advance of the assessment of a tax, all the events may occur which fix 
the amount of the tax and determine the liability of the taxpayer to 
pay it.” 
Numerous decisions and rulings have been rendered and published by the 
Treasury Department amplifying this theory of accrual of taxes for the pur- 
pose of determining the correct tax deduction chargeable to income of a 
given accounting period. 

Accountants are interested, not only in the determination of income for 
the accounting period, but also in the correct balance sheet position. On the 
question of accruals of taxes for the liability side of the balance sheet there 
should be no difficulty in arriving at a uniform method of treatment uni- 
versally approved. This method may be stated to consist of recording in full 
the liability for taxes accrued in the legal sense. There may be some question 
as to whether part of the tax accrual should be deferred, but it is apparent 
that if a tax has accrued legally in a definite amount it should be so stated 
as a liability on the balance sheet and not confused with an item of deferred 
expense. 

Balance Sheet Treatment of Capital Stock Tax Liability 

A typical illustration of this occurs in the handling of the Federal capital 
stock tax liability on balance sheets as of December 31, 1935. At that date 
the liability for the tax is accrued fully and legally but an examination of 
many accountants’ reports will reveal that only one-half of the liability is 
stated; the apparent thought being that taxes, like interest, accrue ratably 
over a period or that, if the full liability is stated, it would be merely offset 
by a deferred charge. Consideration of these reasons, however, leads one 
to the conclusion that the first is incorrect and the second is no valid reason 
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at all. We shall return later to the question of whether part of such liability 
should be deferred at the balance sheet date. 

Before leaving the consideration of the liability side of the balance sheet, 
we should consider those taxes which have not accrued legally but which 
partially apply to the period ended. Such items are not legal accruals and 
if correct terminology is to be followed they should not be included in ac- 
crued taxes but instead should be designated as a reserve for taxes. 

If in setting up the balance sheet we defer part of those taxes legally 
accrued or set up reserves for taxes not yet legally accrued it is obvious that 
our corporate income will be different than the income acceptable by the 
Treasury Department for taxation. 

Many corporations, wishing to eliminate adjustments when possible, 
have adopted the legal theory of accrual in keeping their accounts; ignoring 
items of deferred taxes and reserves for taxes not legally accrued. Ac- 
countants also have adopted, in varying degree, this method of accrual for 
the purpose of audit reports. The majority of accountants, however, feel 
that the general accounting theory should be followed for purposes of audit 
reports and financial statements. Accordingly, deferred items and reserves 
are set up and the operations of a period are charged with only those taxes 
that apply to the fiscal period regardless of the legal date of accrual. 


State Franchise Tax Used in Illustration 


As an illustration, the New York State franchise tax which became due 
January 1, 1935 (under art. 9-A) was for the privilege of doing business for 


the fiscal year beginning November 1, 1934. Assuming the tax was unpaid 
at December 31, 1934, general accounting principles dictate accruing as an 
expense two-twelfths of the tax, since only two-twelfths of the period for 
which the tax applies have elapsed. The legal principle outlined by the 
courts for tax purposes requires the accrual of the entire tax, as all events 
have occurred which fix the amount of the tax and determine the liability. 
This particular tax is held to accrue for Federal tax purposes in full on 
November Ist and is also payable in full even though a corporation only 
operates for one day of the State tax year and goes out of existence and is 
liquidated completely at the close of business on November Ist. This tax 
return now has to be filed (for calendar year corporations) by May 15th at 
which time one-half the tax for the succeeding tax year beginning November 
Ist is payable, the second half being payable on the following January Ist 
or within thirty days after notice given subsequent to December Ist. If, 
however, a corporation is liquidated completely by October 31st, no franchise 
tax is payable and the amount previously paid on May [5th is refundable. 

When such prepayments (on the basis of the period covered by the tax) 
are involved many accountants seem agreed that the best practice is to 
charge the entire tax to current operations for all purposes, including audit 
reports and financial statements. There seems to be a wider variation of 
opinion where the change to the legal basis of accrual would eliminate an 
accrued item that otherwise would show as a liability, or more properly as a 
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reserve. For instance, 1935 New York City real estate taxes for the purpose 
of a January 31, 1935 balance sheet would be entirely eliminated as an 
expense for the fiscal year then ended and as a reserve for balance sheet 
purposes if the legal theory of accrual is followed, since real estate taxes for 
a given year accrue on the date on which, under the State law, the owner- 
ship of the property creates a liability on the part of the owner for taxes 
levied upon such property for that year (IT 2834—C. B. XIII—2 p. 189). 
This date in New York City is now April Ist as to the tax for the period 
January Ist to June 30th. From 1937 on this date becomes February Ist 
for the entire tax; New York City real estate taxes being imposed for the 
calendar year. The great objection to following the legal theory of accrual 
in this instance is the natural one of presenting a financial statement that 
might be criticized as not revealing all accrued liabilities (even though some 
accruals may be mere estimates). There is, nevertheless, an entire lack of 
consistency if a different rule is to be used when the accrual is a liability 
from that observed when the accrual is a prepayment. 


Suggests Way of Eliminating Inconsistencies between Statements 


Except for the hesitancy of accountants to omit estimated expense, ap- 
plicable to a period under examination but not legally accrued at the date 
of their report, as an accrued liability on balance sheets, it would seem that 
the simplest and most satisfactory way to eliminate the inconsistencies now 
existing would be for the accounting profession to accept fully the present 
Federal tax procedure, which, after all, is based on the Supreme Court’s 
decision as to what constitutes a proper accrual not only for tax purposes but 
in the general accounting sense. Accountants should note that in the Ander- 
son and Yale & Towne cases supra the Court observes that it is attempting 
to determine the deduction “for purposes of accounting and of ascertaining 
true income for a given accounting period.” 

The general acceptance of the legal theory of accrual in this instance will 
solve many difficulties and annoyances. In addition to eliminating the 
present lack of consistency and uniformity, numerous adjustments of the 
income shown by the books or audit reports of corporations, necessary to 
determine taxable income, will be unnecessary. Also, the frequent difficulty 
of determining the amount of tax that is not assessed legally and possibly 
not determined legally at the close of the fiscal year, will be mostly eliminated. 
As an illustration, it is impossible to determine at January 31st, the exact 
amount of New York City real estate taxes payable the following May Ist. 

When such undetermined future taxes are considerable and, if omitted, 
are likely to lead to erroneous conclusions as to the financial position, a 
generous reserve might be provided, which reserve, however, should not 
affect the income of the year then ended and would not ordinarily be subject 
to annual changes. 

Some questions logically arise in connection with adopting the legal 
accrual basis to interim statements and audit reports. The adoption of this 
method need not, however, cause any unusual difficulties. The monthly or 
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quarterly charge will be merely a proportion of the annual accrual. Where 
the exact amount of annual accrual is not yet known the monthly charge of 
necessity will be an estimate, subject to adjustment in later months. 

Unless the accounting profession comes to some generally accepted 
method of treating tax accruals it is apparent that the present inconsistencies 
between accountants’ reports will continue to embarrass the profession be- 
fore its clients and others by whom accountants’ reports are considered and 
analyzed. 

The plan of accruing taxes suggested here, and offered in the hope of 
securing uniformity of accountants’ reports, may be summarized as follows: 


1. Liabilities for taxes legally accrued to be fully revealed as a liability. 

Taxes legally accrued during an accounting period to be charged as 
an expense of the period, no part being deferred at the end. 
Taxes of substantial amount partially applicable to an accounting 
period but not legally accrued at the date of the balance sheet to be 
shown as a reserve for taxes in an amount sufficient to eliminate 
annual adjustments. 
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Waterman's 
Special Point for 
Accountants 


Firm, Smooth-writing — 
Cannot Possibly Write 
A Heavy Line 


Continuous Form Printing 


For 


The ideal point for interlining, check- 
ing and small writing. The finest 
“tool” ever produced as an aid to § 
accountants in making their exacting 
work easier, neater and speedier. 


ECONOTYPE— 


Converts Any Standard Type. 
writer to a Continuous Form 
Writing Machine. 


TELETYPE— 


| The Modern Method of Ac. 
counting by Wire. 


Pen equipped with special ink feed 
which, in conjunction with the 
special point, assures a uniformly ff 
thin stroke. Ask for a Waterman’s P¥ 
with a “Purple” Point—from $3.25 
to $10. 


Waterman’s dealers invite you to 
make the Waterman’s 7-Point Test— 
the sure way of getting the right 
point for your particular vocation or 
general writing use. 


Write for free booklet, 
“Waterman’s Special Points” 


L. E. WATERMAN CO., 
191 Broadway, N. Y. C. 


TIP-FILL INK BOTTLE 


-AUTOGRAPHIC REGISTERS— | 


| Speed, Economy and Control. 


BILLING MACHINES 


Visit Our Display at the Waldorf. 
Astoria Exhibit. 


Waterman’s fa- 
mous Blue-Black 
in a new, hand- 
some bottle. When 
ink gets low, bottle 
may be tipped in 
any direction, 
making filling 


easier. 


For Further Information Write 


AUTOGRAPHIC REGISTER 
COMPANY 


TENTH AND CLINTON STS. 
HOBOKEN, N. J. 
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UNDERWOOD 
ALLways Leads! 


@ Today more than ever before your 
nearest Underwood Elliott Fisher Branch is 
Accounting Machine Headquarters for your 
community. Here you will find not just one type 
of machine but three distinct types, with a wide 
and constantly increasing variety of models in 
each. No makeshift applications of accounting 
machines are necessary when you come to 
Underwood Elliott Fisher. There is an Under- 
wood Elliott Fisher machine that was built to | 
solve your problem. 


Accountants and executives who are 
interested in accounting are invited to call at 
the nearest Underwood Elliott Fisher Branch 
for full information. 


Accounting Machine Division 


UNDERWOOD ELLIO7T FISHER COMPANY 
Accounting Machines * Typewriters * Adding Machines « Carbon 
Paper, Ribbons and Other Supplies 
342 MADISON AVENUE, NEW YORK, N. Y. 


Sales and Service Everywhere 


Underwood Elliott Fisher Speeds the World's Business 
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Many are the Public Accountants 
who have said to their clients, “You 
can do that work faster and for less 
money with Addressograph. Copy- 
ing names, addresses and repeated 
data by hand is costly drudgery. 
Make the work easier. Eliminate the 
bottle-neck. Use Addressograph.” 


And many others have said, “Yes, 
your printing bills are high. Why 
don’t you do your own printing? In- 
vestigate Multigraph and Multilith. 
These machines will save you about 
40 or 50%.” 


Although we do value this sup- 
port, we realize that you have your 
client’s interest at heart. You know 
that he is depending upon you for 
sound advice. That is why you recom- 
mend Addressograph and Multi- 
graph. You have learned from earlier 
experiences that these time-tested 


Accountants seeking LOWER 


COSTS and GREATER EFFICIENCY 
turn to these modern methods 


devices always do their work well 
and save time and money. 


“The most interesting thing to 
said one of our accountant 


me,” 

friends recently, “is that wherever I 

go... in large businesses and small 
. In government offices .. . in 


headquarters of organizations ... I 
find Addressograph and Multigraph 
equipment being used in many differ- 
ent ways. I find they do a wide 
variety of office jobs .. . efficiently, 
quickly, economically.” 


Whenever names and data are to 
be written, whenever printing costs 
are eating into profits, think of 
Addressograph and Multigraph. Call 
in the nearest Addressograph or 
Multigraph representative. You will 
be pleased with the practical help he 
will gladly give you. Consult tele- 
phone books in principal cities. 


ADDRESSOGRAPH - MULTIGRAPH CORPORATION 


EUCLID BRANCH POST OFFICE 


OFFICES IN PRINCIPAL CITIES OF THE WORLD 


. CLEVELAND, OHIO 
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CCH 


Unemployment Insurance 
Old Age Pensions— Payroll Taxes 


The Accountant’s Problems Answered in 


CCH LABOR LAW 
and 


UNEMPLOYMENT INSURANCE SERVICE 


OTHER LOOSE LEAF SERVICES 


TAXATION 
Standard Federal Tax Service 
Board of Tax Appeals Service 
B.T.A. Index-Digest Service 
Rewrite Federal Tax Service 

Inheritance, Estate and Gift Tax Service 

State Tax Service (Any State) 

The Tax Magazine 


BANKING 
Bank Law Federal Service 


Banking Law State Service 
Trust and Estate Law Service 


BUSINESS 


Federal Trade Regulation Service 
Stocks and Bonds Law Service 
Securities Act Service 
Stock Exchange Regulation Service 
Bankruptcy Law Service 
Public Utilities and Carriers Service 
Stock Transfer Guide and Service 
Aviation Law Service 
Liquor Control Law Service 


LEGISLATION 
Legislative Reporting Service 
Advance Session Laws Service 


LEGAL ARTICLES 


Legal Periodical Digest Service 


cH € 


LOOSE LBAF 10B DIVISION 


120 BROADWAY 205 W. MONROE ST. MUNSEY BLDG. 
New YORK CHICAGO WASHINGTON 


| 
| 
| 
e 
Ine, 


“FACTS COME FASTER 
WITH POWERS PUNCHED CARD 


METHODS” 


SAYS 


THE PENN MUTUAL LIFE INSURANCE 
COMPANY OF PHILADELPHIA 


HING 
out the in- 
tricate facts 
which a large 
insurance com- 
pany must have 
instantly at its 
finger tips is re- 
duced toa mat- 
ter of minutes 
with Powers.” 
says Mr. Wil- 
liam A. Law, 
President of 
The Penn Mu- 
tual Life. “We 
consider our tabulating equipment 
the most up-to-date available. 

“For instance, we have a closer 
control over installment payments 
and annuities today than ever be- 
fore. We can complete the monthly 
analysis of our country-wide expense 
in less than 24 hours. We can deter- 
mine at any time and with unusual 


MR. WILLIAM A. LAW, President 
THE PENN MUTUAL 
LIFE INSURANCE CO, 


speed and accuracy the in- 
dividual production records 
of our thousands of men in 
the field. These are but a 
few of the operations for 
which we use our Powers 
installation.” 


The Penn Mutual Life Insur- 
ance Company is only one of hun- 
dreds of businesses where Powers 
Punched Card equipment brings 
definite savings increased 
management effectiveness. 


On Sales, Powers Machines 
bring complete day-to-day anal- 
ysis, giving cost per sale, volume 
compared to quota, results by 
salesmen, by item. Predicts style trends, 
helps uncover loss items, reduces deprecia- 
tion and inventory. 


On Production, Powers Machines control 
cost, improve accuracy of material records. 
give better control of payrolls. 


On Collections, Powers control often gets 
monthly statements into mail ten to twelve 
days earlier, greatly improving cash 
position. 


OK: from Remington Rand 


Powers Machines are leased. Thus you 
get an improved system of accounting 
without capital investment, and punched 
card control as an added plus value. 

Our representative will gladly 
make a complete study of your pres- 
ent procedure and recommend the 
Powers machines which experience 
has proved will save you money. 
Because Remington Rand makes all 
types of office equipment, he is jn a 
position to give you impartial advice. 

Telephone Remington Rand to- 
day for a demonstration of Powers 
machines in use in your own city. 
Or write Remington Rand Inc., 
Buffalo, New York. 


Remington Rand 


POWERS 
Accounting Machines 
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An easy-to-understand explanation of 


UNEMPLOYMENT INSURANCE 


and the new 6.3% assessment on payrolls 


Many corporations estimate that their payroll assessments will ultimately cost 
them as much as the total of all their federal, state, and local taxes combined! 

Even after deducting the credits allowed for what is paid the state, an em- 
ployer’s payroll assessment will ultimately be 6.3%—in addition to what he must 
collect from employees for the Old Age Annuity Fund. 


Imagine paying an assessment of $81.90 yearly on a $25-a-week stenographer! 


How will this affect net profits? 


It is imperative that employers consider their 


problems RIGHT NOW, in order to minimize this added expense. 


A new Service to help you: 


So that accountants can meet the new problems arising from Federal and State Unem- 
ployment Insurance and Old Age Annuities, in the most advantageous way, Prentice-Hall 


publishes the UNEMPLOYMENT INSURANCE SERVICE, 


I. An indexed copy and a detailed explana- 
tion of each unemployment insurance and 
old age annuity law enacted by the Federal 
government, by each state and by Canada. 
These explanations are clear and concise, 
making it easy to understand your obligations 
under the new laws. 


2. The regulations and rulings, which will 
be issued at frequent intervals by the Secre- 
tary of Labor, Secretary of the Treasury, 
Social Security Board, and by the State 
ageney. These will be classified and indexed 
so that you can turn to the latest regulations 
and rulings on any subject at any time. 


Helpful suggestions regarding the most 
advantageous procedures to follow in meet- 
ing the new requirements, including copies 
of actual CONTRACT FORMS, PERSONNEL 
RECORDS, BOOKKEEPING PROCEDURES 
and other material. 


PRENTICE-HALL, Inc. 
70 Fifth Avenue, New York, N. Y. 


This Service brings you— 


4. An outline of the steps employers should 
take AT ONCE, before the first payroll assess- 
ment becomes due, in order to keep assess- 
ments to a minimum. 


Frequent supplements issued throughout 
the term of your subscription bring you the 
current developments regarding Unemploy- 
ment Insurance and Old Age Annuities that 
affeet your business. 


You will find this authoritative Service indis- 
pensable in meeting the new requirements 
for Unemployment Insurance and Old Age 
Pensions. And with important new develop- 
ments every day, you need the Service in 
your office as quickly as possible. The order 
form below brings it to you at once. 


Please send us the UNEMPLOYMENT INSURANCE SERVICE at once, and 
enter our two-year subscription so that we will receive all current reports to July, 1937. 
Cost: $12.50 in thirty days and $12.50 quarterly for the six remaining quarters 


beginning January 1, 1936. 
Send to 

Attention 

Address 


| 
Z 


COMPLETE INFORMATION ON 
ALL PAYROLL TAXES . 


The ALEXANDER SOCIAL 
SECURITY AND PAYROLL TAX 
SERVICE COVERS THE FEDERAL 
AND ALL STATE PAYROLL 


TAXES. INCLUDES LAW, 


PLANATION, FORMS, RUL- 

INGS, DECISIONS. COMPLETE, 

LOW-PRICED, UP-TO-DATE. 


THE ALEXANDER PUBLISHING 
COMPANY, INC. : : 60 WALL 


STREET, NEW YORK, N. Y.. 
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